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“OMIM TTT = * HE chart above shows the fluctuations of 
WATT urban real estate activity, foreclosures, 
“6 ! ee and rents in the United States from 1870 
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sales continued to decline for the fifth suc- 
cessive month during October. This is not at 
all surprising as all indexes of general 
business have been declining at a record rate 
following the drop in the securities market. 
During a period in which the future is un- 
certain the average individual postpones the 
purchase of real estate. It is quite surpris- 
ing that the drop has not been more rapid 
than shown on our chart. 


E +40 vu Wile. last five years of the upper chart enlarged 
2 HET Wit to show monthly fluctuations. This chart is 
_ beret explained in detail in the article starting 
< +30 A | 110 

us TY on page 632 in the November issue. 
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RENTS AND FORECLOSURES 





- It is quite remarkable that in 
spite of the tremendous drop in the securi- 
440 ties market, the increase in unemployment and 
the drop in production, our rent index has 
30 continued to climb and our foreclosure index 
ACTIVITY. has continued to drop. Rents have now 
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cuts reached the highest point in the recovery, 


» 
-601, THIS MONTH 50 91.0 - 19.0P 20 
|LAST MONTH 53 90.7 17.3 and foreclosures have reached the lowest 


rprecrsnced Till hs 1 point since 1929. 
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1 NTTTTHHHHUHHTAAT Wi While the recession which is now in 
ri UA oa7-~Srs®«=Si<‘ézp PCOGESSS has had an unprecedented severity, 

considering the duration, we are still in- 
clined to believe that it represents a marked recession rather than a ma- 
jor depression. If the present rate of decrease continues, however, it 
will assume the proportions of the 1920 and 1921 collapse. The encouraging 
thing in connection with this collapse, however, is the relatively slight 
effect on real estate improvement. 
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COMPARISON OF ADVERTISED RENTS 


ee advertisement of a place for rent appearing in the newspapers of € 





the principal cities of the United States is carefully studied, and 
from this Real Estate Analysts, Inc., computes for each major city the 
average advertised rent per month per room. Advertised rent is not actual 
rent, but it indicates what owners of property believe they can get for 
the units then vacant. Sometimes they become too optimistic; and as the 
renting season progresses without their vacancies filling, they become 
panicky and drop the advertised rent below the market. 





We believe that in many ways advertised rents are a forecast of 
actual rents, that they go up faster than actual rents and that they drop; 
more rapidly during a period of depression. 


The chart below shows advertised rents in Saint Louis for single 
family dwellings, comparing the period preceding the last boom and the 
boom itself with the period from 1925 to the present. A similar chart 
which we have prepared on apartment rents does not show as large an in- 
crease in the last few years as we have charted here, due to the fact that 
apartment vacancy in Saint Louis is still larger than vacancy in single 
family dwellings and duplexes. 


The very satisfactory movement of this single family advertised 
rent line, however, would indicate to us that after a recession in ad- 
vertised rents, which will develop during the next few months, there is a 
strong probability that the advertised rent line will again advance until 
it exceeds the level of the last boom. We would not be’ surprised, how- 
ever, to see a recession in our advertised rent line during the next six é 
to nine months somewhat similar to the recession of 1921 and the early 

part of 1922. 
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THE STOCK MARKET AND REAL ESTATE 


HE chart on the spread opposite shows’ the fluctuations of the Dow- 

Jones industrial and railroad stock price averages for the entire 

period for which they are available in comparison with the fluctua- 
tions in general business as charted by Colonel Ayres of the Cleveland 
Trust Company and the real estate cycle as charted by Real Estate Analysts, 
Inc. The number of shares traded on the New York Stock Exchange on a per 
capita basis is shown by the red line crossing the general business cycle 
chart. The foreclosure rate and the volume of new building are shown by 
the lines superimposed on the real estate activity chart. The red vertical 
stippled bands A to F crossing the chart designate the months in which the 
Dow-Jones industrial average was falling by a large enough percentage or 
for a long enough period to equal or exceed the fall we have had in this 
average since this last spring. These stippled bands make it quite easy 


to compare these bear market periods with general business conditions and 
real estate. 


We believe that the following deductions seem more or less 
self-evident: 


1. Each of these bear markets has been accompanied and followed 
by a marked recession in general business. 


2. Each of the bear markets, with but one exception (band A), 
has been accompanied by declining real estate activity. 


4. Each of these bear markets, with but one exception (band D), 
has been accompanied by declining building volume. 


4. Three of these bear markets (A,D,F) have been periods of 
falling foreclosures and three have been periods of rising foreclosures 
(B,C,E). 


5. Three of the periods have occurred when the basic idealized 
capital goods cycle (shown by the red dotted line and explained in detail 
in Confidential Bulletin 47-7) was in the upward swing (A,D,F); and three, 
when it was in the downward swing (B,C,E). Those bear markets which oc- 


curred in the falling cycle (B,C,E) had a more severe effect on real es- 


tate than those which occurred in the rising cycle (A,D,F). No major real 
estate depression has occurred from 1795 to the present when this ideal- 
ized curve was swinging up, although limited recessions in recovery have 


often accompanied the rising swing (see page 728 of the May, 1937, Real 
Estate Analyst). 


6. Only in the stock market break accompanying the great de- 
pression (E) did the Dow-Jones averages fall by a greater percentage in an 
equal period than the fall we have experienced in the last eight months. 


7- Recovery of real estate after the stock market break has 
been rapid in those periods which occurred when little building was taking 
place (A,D). Recovery has been slower in those periods when the break oc- 
curred after building had gone forward in considerable volume (B,C,E). 


8. Aside from the intensity of the break in the market, the 
(continued on page 829) 























REAL ESTATE ACTIVITY 


FLUCTUATIONS IN STOCK PRICES 
1897 - 1937 
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NINETY PERCENT LOANS FOR REAL ESTATE 


HE liberalization of the Federal Housing Administration insurance plan 

to cover ninety instead of eighty per cent loans on residential prop- 

erties costing less than $6000 has been recommended to Congress and 
is being seriously considered. The argument for this liberalization is 
that a large number of families in the United States cannot afford a twen- 
ty per cent down payment and that by changing the requirements to a ten 
per cent down payment, home ownership will become possible toa larger 
group,with a resulting rise in construction and a fall in unemployment. As 
many people feel that recovery from the present recession depends largely 
on the construction industry, this ninety per cent plan is certain to find 
considerable backing... 


The five charts on this and the following pages constitute an 
effort made by Real Estate Analysts, Inc., to examine carefully, without 
prejudice, the various possibilities in the lending field and the relative 
safety in various plans for both the mortgagee and the home owner. The 
conclusions suggested by these charts are not the conclusions of Real 
Estate Analysts, Inc., but are the conclusions of the facts themselves. 


In the charts which accompany this article we are assuming that 
any policy now proposed shoulda be tested by applying it to the period in 
which the largest number of loans was made and the greatest amount of 
building done in the moderate price field. In other words, what would 
have happened to loans made in 1925 on the basis now proposed? 


Of course, it will be argued that using the period from 1925 to 
1947 places an unusually severe test on the proposed policies as this 
period contained the most severe real estate collapse experienced in the 
past fifty years. While this is true, a stabilized economy is still a 
theory in grave danger of being disproven by the present recession. It 
seems to us that collapses similar to the one we have come through in the 
last few years are still possible in the future. 
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profits of the subcon- 
pony tractor and contractor. 
1 | | | The dashed line,starting 
| | | | at the same point in 
| | | 1925,represents the mar- 
| ket value of this prop- 
| | | | | erty year by year. The 
| | bottom line on the chart 
shows the ° original 
amount of the loan at 
eighty per cent of the 
value of the property 
4 \_| and the way the princi- 
| pal amount declines over 
the twenty-year period 
as monthly payments of 
slightly less than $0 
are made for principal, 
4 | | | | | | | | {| | | interest, insurance and 
i925 ‘30 '35 ‘ao as servi cing charge ° The 
gray shaded area on this 
chart represents the equity above the mortgage at any time during the past 
twelve years, and the red shaded area represents the period in which the 
market value of the property was less than the amount owed. It will be no- 
ticed that in 1941 the value of the property had declined until it was 
just equal to the amount still owed on the loan,after payments of slightly 
less than $40 per month had been made for six years. In 1932 and 1933 the 
property was worth less than the amount still owed. The recovery in real 
estate values which started in 194) restored a slight equity which has 
been growing each year since due to the increase in real estate values and 
to the more rapid decrease in the amount still owed. 
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Chart II shows the samé picture, revised for a ninety per cent 
loan. The replacement cost new on this chart is the same as on Chart I, as 
is the market value of the property. The loan, however, is now $6000, with 
payments of approximately $15 per month for interest, principal, service 
charge and insurance. A ninety per cent loan would have been in trouble as 
early as 1940, as at that time the value of the property would have been 
less than the amount still owed on the loan. This discrepancy would have 
increased in 1931, 1932, and 1944; and in 193), after monthly payments had 
been made on the principal and interest for a period of nine years, the 
property would have been worth only as much as the amount still outstand- 
ing on the principal of the loan. In 1942 and 1944 it would have been 
possible to have built a new building for less than the amount still owed 
on the property, which at this time was eight or nine years old. 
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the amount still owed on the old property. 


Chart IV considers the possibility of liberalizing the FHA plan 


lby keeping the present eighty per cent loan, but amortizing over thirty 


years instead of twenty years. It can be seen quite quickly that any thir- 
ty-year amortization plan, unless the loan is fifty per cent or less, will 
get into trouble sooner or later in a fluctuating market, as values may 
drop far faster than the principal is reduced by monthly payments. Chart V 
shows a seventy-five per cent loan amortized in twenty years; and it ap- 
pears that this loan, regardless of rising or falling markets, is a safe 
loan at practically all times. 


These charts suggest to us that over a period of years a ninety 
per cent loan is not safe and that a period of amortization on a high per- 
centage loan should not exceed twenty years. We know that it will be said 
that a twenty or twenty-five per cent down payment is impossible in a 
large percentage of cases and will prevent home ownership. This we will 
not deny, but we would ask in return whether home ownership on an insuffi- 
cient margin with the probable total loss of all payments made would be 
conducive to the best interests of the home owner or the mortgage lender. 
True, it might stimulate a volume of new building for awhile; and if 
adopted as a temporary policy for the next two years only, we believe that 
it would not do any great damage. However, policies of this sort tend to 
become permanent. We realize that in Europe, where communities are matured 
and where fluctuations are less erratic and wild than they are in a newer 


country, loans for a larger percentage and for a longer number of years 
can be made. 





(continued from page 822) 

present break is occurring when real estate and building conditions 
resemble most the conditions which existed in 1901-19043 and in 1919-1921 
(A,D). 


Conclusion 








The stock market may have lost some of its barometric signifi- 
cance due to "control", which has caused a thin market very liable to take 
extreme swings. However, the intensity of the break leads us' to believe 
that in many respects the period immediately ahead may be similar to 1920 
and 1921 (D). 


We are inclined to believe that the trend of business will be 
down for some time longer; that prices will drop, but not in any such 
fashion as the drop of 1920 and 1921; that new building will pause in its 


|jrise for awhile; and that residential vacancies will increase slightly, 


halting for a time the rapid rise in residential rents which has been tak- 
ing place in the last two years. Real estate sales will fall off slightly, 
but we expect foreclosures to continue an irregular course downward. If 
the market does not recede still further, we believe that by next summer 
real estate will again be heading toward the boom, the peak of which we 
beligve probable sometime in the middle forties. 
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REAL ESTATE TRANSFERS IN PRINCIPAL CITIES 
1930-1937 
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office and hotel building bonds. The buildings used are only those on 

which quotations can be secured monthly. The office building list in- 
cludes the following: Broadway Motors, Bryant Park, Bush Terminal, Carbide 
and Carbon, Chesebrough, Chrysler, Cleveland Terminal, Equitable (N. Y.), 
Graybar, Grant, Liggett, One LaSalle Street, Postum, Textile, Wanamaker 
(Phila.), Woodbridge. The hotel list is composed of issues of the follow- 
ing: Bowman-Biltmore, Eastern Ambassador Hotel, Eppley Hotels, George 
Washington Hotels, Hotel Lexington, Hotel Sherman, Hotel St. George, La 
Salle Hotel, Lord Baltimore, National Hotel of Cuba, Palace Hotel, San 
Francisco, Park Central Hotel, Pitts Hotel, Savoy-Plaza, Sevilla-Biltmore, 
Sherry-Netherland, Stevens Hotel, Waldorf-Astoria. 


‘Te chart above shows the average fluctuations in the bid prices of 
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